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KEY ECONOMIC INDICATORS = PAKISTAN 


All values in millions US$ Official Exchange Rate 
unless otherwise indicated Rs.9.90 = $1.00 
% Change over *Change over 


ITEMS 1977-78 previous year 1978-79 previous year 
INCOME/ PRODUCTION 
GNP at Constant (1959-60) 4,560 1/ + 9.2 4,843 + 6.2 3/ 
Prices 
GNP at Current Prices 16,540 1/ 17,714 + 7.1 
Index of Agricultural 116RE 2/ 122.7 + 
Production (1969-70=100) (7-9/78) 
Index of Largescale 2/ 127.5RE 104.8 P 
Manufacturing (1969- 
70=100) 
Per Capita GNP (Current 219 1/ 227 
Prices) 
MONEY & PRICES 
(6/29/78) (2/22/79) 
Monetary Assets 4/ 6954 +21.1 7,882 
Interest Rate (%) 4/ 10 ~ 10 
(Central Bank) (7/78=1/79) 
Consumer Price Index 2/ 260.7 + 6.9 279.3 
(1969-70=100) (7/78-1/79) 
Wholesale Price Index 2/ 268.7 + 5.2 281.3 
(1969-70=100) 7 
Gold & Foreign (6/29/78) (3/1/79) 
Exchange Reserves 4/ 983.0 +121.3 884.6 
@ree Foreign Exchange 4/) (648.8) + 98.8 81.1) 
Balance of Payments 182E (Surplus) 400 E 
(Uncovered Gap) (7/78=-1/79) 
Exports (FOB) 2/ 1310.8 R + 14.9 855.4 
Imports (CIF) 2/ 2798.9 R +20.4 2,021.0 


Exports to the US 66.6 +13.3 65.3 
(FOB) 2/ 

Imports from the US 278.7 -18.7 298.0 
(CIF) 2/ 


R = Revised E - Estimate P - Provisional 
NOTE : All years are fiscal July 1 thru June 30 


SOURCES: 1/ Pakistan Economic Survey, 1977-78. 
2/ Statistical Division GOP Monthly Bulletins, publications and 
unpublished data. 
3/ GOP projections. 
4/ State Bank of Pakistan Monthly bulletins, weekly statements and 
unpublished data. 





SUMMARY. Pakistan's economy shows some bouyancy, in spite of of the fact 
that the interim nature of President Zia-ul-Haq's Government makes dealing 
with problems somewhat difficult. Most sectors show some growth, although 
even, and if this spring's wheat crop meets expectations, income growth 
will exceed population growth for the second year in a row. However, 
because of a decline in large scale manufacturing (mainly in cotton cloth 
and cement), it will not reach last year's officially estimated 6 percent 
growth. Because workers' remittances have leveled off, GNP which reached 
9 percent growth last year will not substantially exceed GDP growth. 


Agricultural output is mixed. Rice production is up, but last fall's harvests of 
cotton and other crops such as sugarcane, corn and pulses were down. However, the 
highly important wheat crop, aided by a priority government program, may approach 
the target of a record 9.5 million ton crop. 


Manufacturing production is also mixed. While cotton yarn output is up, cloth 
production is down for the second straight year. Other industries such as paper, 
glass and certain chemicals registered increases for the last half of 1978, but 
not enough to affect the manufacturing index, 


Because of continued stability and the government's favorable attitude 
toward the private sector, the investment climate has improved to a degree. 
However, considerable uncertainty exists over the economic policies of a 
successor government,if and when promised elections are held. The 
introduction of Islamic principles has raised speculation about its effect 
on the economy, yet measures so far have been limited and seem to be 
generally constructive. The most far reaching Islamic reform sought by 
the government -- an interest free economy -- has been publicly recognized 
as several years off. 


Money supply is expected to rise largely as a result of heavy deficit spending 
resulting from subsidies and spending increases on capital intensive projects 
like the Karachi Steel Mill. As a result, the cost-of-living index is expected 
to rise by over 10 percent in the year ending June 30, with non-controlled prices 
rising much more. The government must find a way to trim rising budget deficits 
to avoid the continued build up of highly inflationary pressures, and has indi- 
cated that it intends to make some far reaching reforms over the next several 
months, to deal with these problems. 


With workers'remittances no longer rising, the balance of payments has deteri- 
orated. Exports are rising faster than-expected, mainly because of the recent 
good performance of cotton textiles and rice, but imports are rising even faster 
because of heavy wheat and recently, rising private sector imports. Pakistan's 
foreign exchange reserves (excluding gold) presently cover less than five weeks 
imports, and could fall to even lower levels by the end of the fiscal year. How- 
ever, Pakistan continues to be able to meet its commercial debt obligations as it 
has in the past. 


Although Pakistan's economic development and foreign exchange reserves 
limit opportunities for non-agricultural exports from the United States, 
attractive investment opportunities still exist for American business 
executives. 

END SUMMARY. 





CURRENT SITUATION AND TRENDS 


Although great uncertaintly exists in Pakistan, its economy is showing 

some bouyancy. Several sectors show at least some increase in output, and 

if this spring's wheat crop meets present expectations, real GDP growth 

could exceed population growth for the second consecutive year. However, 

GNP growth, at 9 percent last year, will not exceed GDP growth because 

worker remittances, which doubled during PFY 1977/78 (July 1-June 30, 1978) 

to well over $1 billion, have leveled off. Pakistan's balance of payments 

has falled from last year's surplus, and gold and foreign exchange reserves 
have declined from the high levels of last fall. At the same time, inflation 
has risen, and will be at least 10 percent this fiscal year, with non-price 
controlled items showing sharper increases. While President Zia-ul-Haq's 
government considers itself interim, it has taken steps in the agricultural and 
manufacturing sectors which have had a positive effect on the economy. It 
recognizes there are many difficult decisions that still must be taken to main- 
tain growth, reduce inflation and remedy the balance of payments problem. Perhaps 
most important is the need to control rising budget deficits ,largely the result 
of subsidies and increased spending on large capital intensive projects, e.g., 
the Karachi Steel Mill, started by the previous government, but this is polit- 
ically very difficult. 


President Zia announced a program of Islamization on February 12, and promulgated 
several ordinances introducing Islamic punishments and a draft order for the 
introduction of the Islamic wealth tax (Zakat) and agricultural income tax (Ushr). 
The revenue from Zakat and Ushr, which is to be separate from the ordinary 

fiscal system, will be used for social welfare and could substitute for or add 

to government spending in these areas. 


The Deputy Chairman of the Planning Commission has publicly said that he expects 
collections of Zakat and Ushr, to total about Rs.3 billion ($300 million) which, 
if reached, would be 14 percent of budgeted revenue collections for PFY 1978/79. 
Non-Muslims are not subject to the tax, but the draft order does say that 
companies having a majority of assets or shares owned by Muslims are subject to 
Zakat. 


Although the government intends to move towards interest-free banking, 

no significant moves have been made in that direction. Studies continue, 
but it is doubtful that a practical way exists to eliminate interest 
under Pakistani circumstances. 


AGRICULTURE 


Agricultural production in recent months has been mixed and overall growth for 
the year will depend largely on the wheat crop to be harvested in April. The 
supply of inputs such as water, fertilizer, seed and pesticides seems to have 
improved for almost all crops but climatic conditions are still the most im- 
portant variable in Pakistan's agricultural equation. 


As in recent years, rice production continued to rise aided by the govern- 
ment's decision to raise prices for export quality rice. Acreage was up and 
output of paddy rose from 4.4 million tons to 4.7 million tons. However, the 
increase enabled the government to meet its quantity targets for rice exports 
early, and some farmers have surplus rice they can't sell. This could 
adversely affect next year's rice crop as farmers move out of rice into other 





crops for which they perceive a safer market. 


Initially the cotton crop was expected to rise to 3.5 million bales, but 
because of heavy rains and overcast skies in September, ideal conditions 
existed for flooding and pest infestation. Recent government figures 
estimated the cotton crop at about 2.7 million bales because of heavy 

damage from pests, in spite of government efforts to improve plant protection. 


Other less significant crops,such as corn, sugarcane and pulses also declined. 


The wheat crop last year suffered from heavy rain, overcast skies and warm temper- 
ature which was conducive to rust infestation. The rust was one of the main 
reasons for an abnormally low crop,officially 2stimated at about 8 million tons 
compared to a 9 million ton target. This year the government mounted a priority 
program to improve wheat output by importing 15,000 tons of rust 

resistant seed from Mexico and India, providing water from Tarbela Dam 

to make more acreage available for planting wheat, and making fertilizer 

more available to the farmers when needed. The government is also trying 


to make wheat farming more profitable by raising the government procurement price 
for wheat used to supply the ration shops, from Rs.37 to Rs.45 per maund (82 


pounds) with effect from this April, and by removing the inter-district ban on 

the movement of wheat which the government used to aid its procurement effort. 
While these decisions are welcome, a more difficult step must be taken which 

may not be received as well. The government must reduce or eliminate ration shop 
subsidies to avoid continued wheat subsidies caused from the procurement price hike. 


The government's efforts had a healthy effect on wheat production, 

with early reports showing acreage up and fertilizer usage significantly in- 
creased. Some observers believe the crop could meet or exceed the government's 
target of 9.5 million tons. Although late winter rains, which arrived in time 
to help the crop, lingered, and some signs of rust have appeared, the official 
wheat crop estimate remains at record levels. 


MANUFACTURING 
Manufacturing output during the first half of the fiscal year has increased in 
many industries and, most importantly, in the cotton yarn industry. Cotton 

cloth output however, is still disappointing. Fears that the poor cotton crop 
would be barely enough to meet a projected mill demand of 2.4 million bales caused 
the government to impose a ban on the export of raw cotton. Farmers and cotton 
ginners have been complaining that the mills are exercising the oligopoly power 
given them by the ban to bring cotton prices down. Since the ban was introduced 
prices for raw cotton have come down from Rs.550 per maund to Rs.480 per maund. 
More recent estimates place the size of the crop at 2.7 million bales with mill 
offtake of domestic cotton slightly less than expected and there is pressure to 
lift the ban on exports. In spite of the poor crop and some slack demand from 

the mills, yarn production is still up, accelerating the recovery begun last year. 
However, cotton cloth output in recent months still appears to be declining, 
although at a slightly lower rate than the previous year. 


Sugar refining was down as a result of the lower sugarcane harvest and in spite 
of the inauguration of two new sugar mills in the Punjab. There is some feeling 
that a recent change in taxation of sugar mills from a capacity basis, which 
allowed tax free over-capacity production, to an actual production basis, may 
also have adversely affected output. Fertilizer production has temporarily 
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slowed because of technical problems in two plants, but will show an overall 
gain for PFY 1978/79 because of the start up of a new ammonia unit. Vegetable 
ghee production rose as consumption and imports of raw vegetable oil continued 
to rise. To help meet rising demand, the government has announced that both 
private entrepreneurs and the government-controlled Pakistan Edible Oils 
Corporation will be allowed to import and refine ghee. It has also promised 
the private sector that it may charge whatever the market will bear for the 
cooking oil. 


Oil production was up for the last half of 1978,and the government has emphasized 
exploration and development of petroletm resources in an effort to trim the large 
POL import bill. Gulf Oil, Murphy and Occidental have recently signed exploration 
agreements with the government,and the World Bank has entered into a first ever 
project to provide funds for the development of some existing fields. 


Other industries registering gains for the first six months of PFY 1978/79 were 
glass, paper, caustic soda and soda ash. 


INVESTMENT CLIMATE 


Investor confidence has improved somewhat because of the pro-private sector 
attitude of the government and continued general political stability since the 
events of mid-1977. However, several factors continue to inhibit complete 
confidence. They include the uncertainty resulting from the interim nature 

of the Zia government, the drawn out trial of former Prime Minister Zulfikhar 
Ali Bhutto, and questions over the implications of Islamization. 


The present government's efforts seem to have had a positive effect on investment. 
Both approval of project loans and actual disbursement seem to be up somewhat over 
last year, and there is a perception of increased economic activity in the country. 
General Zia's continued tenure has meant an improved atmosphere for the private 
sector and a truce in labor management relations, enforced by a Martial Law 
Ordinance banning strikes. The government has granted a number of tax concessions 
and customs rebates and issued a Presidential Order forbidding nationalization 
without compensation. Most of the government measures have come in response to 
petitions from Pakistani business groups,and more concessions are expected as 
General Zia continues to woo the business community. There is disappointment how- 
ever, that denationalization has not proceeded faster. In fact only one firm 
(Nowshera Engineering) has been denationalized since the early days of the MLA. 
However, the government has agreed to establish new boards of directors for national- 
ized industries which would include private shareholders. 


Looking to the elections, now scheduled for the fall of this year, investors are 
uncertain of the political complexion of the successor government to General Zia. 
Some fear a return to populist programs of the Bhutto era, while others are con- 
cerned that the successor government will be a coalition unable to provide strong 
leadership and prone to using inflationary public spending to consolidate its 
position. 


The ultimate significance of the Islamization of Pakistan is still unclear. The 
Islamic taxes of Zakat and Ushr include deduction at source of 2.5 percent of all 
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savings accounts of Muslims over Rs.1000 and a similar deduction on debentures. 
This will lower the yield on these investments and, will cause some adjustment of 
investment portfolios, for example,into real estate. 


Moves toward an interest-free economy have so far been small,and most observers 

do not see zero interest loans any time in the near future. Two government lending 
bodies, The Investment Corporation of Pakistan and the National Investment Trust, 
have been ordered to convert from debt to equity financing. Since the majority of 
these organizations' financing is already done on an equity basis, the new order 
will not significantly change their operations. Some business executives see 

the switch from debt to equity financing as the first step toward increased 
government participation on the boards of private corporations, but others 

believe the equity would take the form of a non-voting or silent partner 
participation. 


MONEY AND BANKING 


Monetary growth for the seven months ending in January was 12 percent, and the 
government expects growth to be 16 percent for the fiscal year as a whole. Shortly 
after the announcement of Zakat, press reports indicated a slight drop in savings 
deposits and a rise in coin and currency by the public. It is probably too early 
to expect any significant effect from this ordinance. Latest figures show that 
from February 12 to February 21 little change was shown in time deposits. 


The budget deficit increased significantly in the first half of the year because 

of increased subsidies for wheat and vegetable ghee and expenses for the logistics 
cell at the Port of Karachi. While the government believes most budgetary support 
borrowing has been completed, the remainder of the fiscal year could see some in- 
crease in government borrowing from the higher than expected spending on the Karachi 
Steel Mill and a shortfall in self financing of autonomous bodies. The Steel Mill, 
originally expected to receive Rs.3 billion, has been given an additional Rs.500 
million, and total spending on it could reach Rs.4 billion as the government tries to 
minimize cost overruns on this project by completing it as fast as possible. 


The Consumer Price Index, which contains many government price controlled items, 

has risen 8 percent since June and is expected to rise by over 10 percent before the 
year is over. However, if the government controlled component of the CPI rises as 

a result of government efforts to reduce subsidies, perhaps by raising wheat at 
government controlled ration shops,the CPI could go even higher. 


FOREIGN TRADE AND THE BALANCE OF PAYMENTS 


Pakistan's balance of payments is deteriorating from last year's surplus position, 
and foreign exchange reserves (excluding gold) are moving down from the record 
levels of last fall. Exports are rising faster than last year and the government 
has raised its estimate for total PFY 1978/79 exports from $1.56 billion to $1.6 
billion. Strong international demand and high prices have boosted earnings of 
Pakistan's major exports, cotton yarn, cotton cloth and rice, higher than originally 
expected. Increases in other exports, such as leather and recently, carpets,have 
also contributed to the upward trend. Even though exports are exceeding projections, 
imports are rising faster and are expected to be around $3.6 million for the year 
ending June 30. The poor wheat crop of last spring caused the government to arrange 
for imports of 2.25 million tons of wheat,and the government efforts to increase 
fertilizer usage resulted in the importation of at least 1 million tons of fertilizer. 
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These quantities have severely taxed the facilities at the Port of Karachi;however, 
the newly established National Logistics Cell,charged with improving logistics at 
the port, has moved record levels of these essential commodities with remarkable 
efficiency. Imports of edible oil and POL have followed the upward trend of recent 
years, and other imports have recently registered increases as the private sector 
took advantage of liberalized import regulations. 


For the present year, the current account will show about a $2 billion trade deficit, 
a leveling off of workers' remittances at about $1.3 billion, and a high amount of 
short-term borrowing mainly to finance wheat purchases. The capital account contains 
increased debt service as a result of the ending of the 1974 debt rescheduling agree- 
ment. The net result of these factors is that Pakistan's foreign exchange reserves 
(excluding gold) could decline by as much as $400 million by June 30. 


The balance of payments for next year will depend on several factors. The size of 
the wheat crop could be the most significant factor since every 100 thousand tons 
short of Pakistan's food requirements of 10.5 million tons means a drain of $15 
million in foreign exchange. Pakistan's ability to finance large scale imports of 
wheat next year, should this become necessary, could be constrained by refinancing 
the heavy volume of short-term borrowing used to pay for this year's wheat imports. 


On the other hand, Saudi Arabia andthe UAE are announced contributors to the $225 
million Zakat fund President Zia has established this year, although the magnitude 


of these contributions is as yet unknown. 


IMPLICATIONS FOR THE U.S. 


Pakistan's balance of payments and foreign exchange constraints limit U.S. export 
possibilities in Pakistan, and supplier's credit or other financing is often more 


important than quality in making a sale. However, as the level of economic activity 
increases, demand for imports will rise. Pakistan's import policies are relatively 
liberal, but Pakistan's ability to import will depend on availability of foreign ex- 
change obtained through international financial institutions and bilateral loans 

and credits. The government's attitudes favor the private sector and American 
companies enjoy a good reputation. Islamization has so far not been inimical to 
investment, and opportunities exist for profitable joint ventures. 


U.S. firms are generally satisfied with their operations here, although some firms 
believe the regulated business atmosphere has led to inadequate profit margins. The 
best prospects for U.S. exporters to Pakistan are in the areas of edible oils, wheat, 
chemical fertilizer machinery, telecommunications equipment, port equipment, cement 
plants, railway equipment, textile finishing machinery for specialized dying, printing 
etc. There is also a growing market for food processing equipment (such as beverage 
machinery, edible oil processing, wheat and rice milling equipment, fruit and vege- 
table packing and processing machinery, and equipment for frozen foods). There is 
also a promising market for power generation, transmission and control equipment, 
secondary steel sheets, steel scrap and gas transmission equipment. Engineering 

and consultative services will also be needed in connection with development projects. 
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